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Similarly, there is substantial  potential  for reducing or controlling
the rate of growth in world oil  prices and increasing security from
supply disruption by encouraging increased natural  gas production in
foreign countries.    This potential will  be greatest if the new sources
of supply are not already major producing states and if they are
located in politically and militarily secure regions.    The government
should take action when it 1s difficult for private-sector firms and
potential producing states to reach an agreement.

D.     HOW MUCH GOVERNMENT ACTIVITY IS JUSTIFIED

The principal  criterion for judging how much government activity is
justified in energy is whether the benefits of a particular action
exceed the costs and whether the action can be done in the private
sector with equal  costs and time.    This principle is often very
difficult to apply in practice.    However, there are a number of basic
rules that have been used to develop options suggested in this
Policy, Programming, and Fiscal  Guidance paper.

The first rule is that the lowest-cost options should be exhausted
first.    In practice, this rule leads to deregulation and market-
like mechanisms to promote conservation and production.    Taxes,
subsidies, and regulatory programs should be contemplated only
after the least-cost benefits have been obtained from pricing
energy at its marginal cost.    If taxes, subsidies, and regulatory
programs are considered, then one source of energy benefits should
not be encouraged to a greater extent than another source.

The second rule is that a single measure of the benefits of reducing
imports should be applied consistently over all programs- The oil
import premium is a measure of the benefit, over and above the world
oil  price, of reducing oil  imports.    The benefits accrue from down-
ward pressure on world oil  prices and a reduction in our vulnerability
to disruptions.    The price reduction component of the premium is,
essentially, the total  savings on remaining imports because of a
lower world oil  price divided by the amount of import reduction.
Analysis of an appropriate value for or bounds on the premium is
currently being conducted.    Over the next few months, the Department
should settle on an appropriate range to be used for planning purposes,

A fee in the amount of the premium is the most straightforward way of
signaling the market place that imported oil costs more to the economy
than the per-barrel  price.    However, the same standard should be
applied to all tax, subsidy, and regulatory programs if an import fee
is not implemented.

15 deposits.
